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NOTES AND MEMORANDA 353 



GOVERNMENT MONOPOLY vs. PRIVATE COMPETITION. 

A year or two ago, the distinguished French publicist, 
M. Leon Say, delivered an address in London before what may 
be termed a Personal Rights Convention, in which he called 
attention to the growing disposition on the part of the inhabi- 
tants of all civilized countries to look to their respective 
governments for the performance of services which, until re- 
cently, would have been left undone unless undertaken as the 
result of individual or corporate energy. The argument ad- 
vanced by M. Say was, in substance, that it was necessary for 
the protection of personal rights, on political no less than upon 
economical grounds, that a stubborn resistance should be made 
to this popular tendency ; for, if not arrested, the movement 
threatened to be subversive of individual liberty. 

It is obvious, however, that this demand springs from a 
recognition, born of hard experiences, of the impossibility of 
harmonizing what are believed to be social rights with what 
are now called the old systems of political economy. A relief 
from individual and corporate tyranny and from the abuses of 
private monopoly is sought through the medium of govern- 
ment intervention ; and, until some other means can be dis- 
covered and applied for the correction of these evils, it is 
useless to hope that the fast rising tide of public opinion can 
be turned and put upon its ebb. In the absence, therefore, 
of an alternative remedy, it would seem to be much the wiser 
plan to endeavor to control rather than arrest a movement 
which has gained such large proportions, particularly as there 
is no civilized country in which the converse theory of gov- 
ernment non-intervention has been logically carried out. 

The change asked for presents itself, not so much in the 
form of a revolution as of a demand for the enlargement of 
existing functions. Already, it is said, the government does, 
and does tolerably well, many classes of work that might be 
undertaken by private citizens. Why should it not be per- 
mitted to do more of these? 

It would seem to be possible to lay down some general rule, 
which, until some more acceptable formula can be brought 
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forward, would serve to control the demand for government 
interference by fixing a limit upon the classes of work which 
government, either local or national, might reasonably be asked 
to perform The rule proposed would take this form: Gov- 
ernment may be rightly asked to undertake those services for 
the efficient or economical performance of which a monopoly 
is either desirable or necessary ; while, contrariwise, govern- 
ment should not interfere in any class of service where the 
best results are secured by means of competition. 

The adoption and application of this test would concede 
more in both directions than might at the first glance be 
supposed. With the town and city governments of this coun- 
try there is no general principle of action. All of these have 
taken upon themselves duties that might and probably would 
be performed, but for their intervention, by private enterprise. 
But these interventions have varied in different localities. 
Thus the municipal government of Philadelphia supplies its 
citizens with gas and water, while in San Francisco both 
water and gas are furnished by private corporations. In New 
York, Boston, Chicago, and other large American cities, water 
is a public and gas a private service. But, apparently, no rule 
has been laid down which would serve to explain why one 
class of work has been undertaken and the other ignored, or, 
as to that matter, why both have not been left to private 
enterprise. But, by applying the formula given above, it is 
easy to understand not only why these duties come within 
the scope of government action, but why it would be possible 
for local governments to enter upon classes of work which 
they have thus far shown little or no disposition to undertake. 
One system of water supply is obviously preferable to two, 
three, or more ; for of necessity the mains and pipes laid down 
in the streets have to be large enough to meet extraordinary 
demands, such as those of a great fire, and are thus quite 
adequate to meet ordinary requirements. To duplicate this 
service would not only involve the annoyance of a useless 
opening up of the streets, but would in the end compel the 
consumers of water to pay interest in the water rates upon an 
unnecessary investment of capital. Competition could by no 
possibility cut down these rates to as low a figure as it would 
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be possible to secure by means of a well-managed public mo- 
nopoly, which had no end in view but the earning of a suf- 
ficient income to defray the cost of management and the 
interest upon the debt, if one was incurred in constructing 
the works. The same argument, with due allowances, is 
equally applicable to the proposition that a municipal corpora- 
tion should undertake the work of manufacturing and supply- 
ing its citizens with gas, either for heat or light, although it 
is held by the civic authorities of Paris that it is a better plan 
to permit the creation of a private gas monopoly, under strict 
official supervision, in the profits of which the government is 
a large participant. 

But the plan admits of further extensions. Assuming that 
the expense to the consumers, or users, will be limited to the 
interest upon the investment and the cost of well-regulated 
maintenance, it would be unquestionably cheaper, and hence 
better, to have local governments engage in the work of sup- 
plying from central stations electricity for light and power, 
and steam for heat and power, and even in that of running 
street-cars. This may seem to involve radical enlargements 
of governmental function ; but, logically, such increases are 
quite as defensible as not a few of the services that local 
governments are now performing. In the case of these latter, 
it is force of custom, and not variation in function, that makes 
these seem proper and fitting. 

The application of this principle to the State and national 
governments opens up, as might be supposed, a broader field. 
It would clearly justify the national government, either with 
or without the participation of the State governments, in 
taking control of the telegraph and railroad systems of the 
country. Whether or not such participation should be ad- 
mitted is a question which would, if entered into, carry this 
article to too great a length, and, as it does not trench upon 
the general theory, need not now be considered. But it will 
not be denied that if, with an absolute freedom from competi- 
tion, the telegraph and railroad systems of this country were 
carried on so as to afford the people the greatest convenience 
possible in reason, at a cost sufficient to defray the expenses 
of maintenance, and say three per cent, interest upon their 
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present value, the community would obtain from them larger 
benefits than it is now receiving, at a considerable reduction 
in what it now has to pay. 

If a thorough analysis could be made, it would probably be 
found that the people of this country have lost more than they 
have gained in consequence of competition between telegraph 
and railroad lines; and the losses thus far sustained, during 
the period in which we have been supplying ourselves with 
these needed facilities, are small compared with what they 
will be in the future, when competition sets in for a division of 
the profits in those localities where ample facilities already 
exist. 

The results of telegraph competition are so well known that 
they hardly need to be more than mentioned. They have led 
to the absorption of one rival company after another, with 
their parallel and expensive because unnecessary lines, with 
at the same time a large interjection of fictitious capital upon 
which interest has to be earned. But, it may be said, the 
existing competition is likely to be more permanent because 
established upon more solid ground. Yet even assuming this, 
if the rival companies can earn dividends at existing rates, the 
competition is none the less a loss to the community. In the 
struggle to obtain business, two or more offices are opened in 
each city or town where one would amply suffice. Two dis- 
tinct staffs of officers, operators, and line men have to be 
maintained ; while the work of construction and repairs going 
on upon two separate but parallel lines is obviously more 
expensive than if the same number of wires were run and 
maintained under one system of management. If, on the 
other hand, dividends are not earned, then it becomes only a 
question of time when, tacitly or avowedly, some form of con- 
solidation takes place for the establishment of a higher rate of 
tolls. It would seem, therefore, that the best results were to 
be obtained by the creation of a telegraph monopoly. 

With the railway systems the conditions are more complex ; 
but it is equally susceptible of proof that it would be of advan- 
tage to the community if with them competition, in the ordi- 
nary sense of the term, could be prevented. Not to take up 
such flagrant cases of loss to the community as the building of 
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the West Shore and the Nickel Plate roads, where an inevi- 
table consolidation has already been effected, and where, with 
no material increase in facilities, interest has to be earned 
upon a uselessly invested capital, attention may be turned to 
the ordinary conditions of railroad business, — though paren- 
thetically it may be remarked that experiences similar to those 
just referred to are likely to be of much more frequent occur- 
rence in the future than they have been in the past. It is 
probable that, with increased terminal facilities and a few 
other slight changes, either the New York Central or the 
Pennsylvania Railroads could transport all of the freight and 
passengers that are now carried between the North-eastern 
and the Central-western and North-western States of the 
Union. Indeed, it is not unlikely that in a generation or two 
hence each of these roads will do fully that amount of busi- 
ness. If, at the present time, this business was thus consoli- 
dated, its transaction would manifestly involve a much smaller 
expenditure of money than is required by existing conditions. 

It may be said in reply to this that, in suggesting such a 
method of centralization, no account is taken of local or way 
business, and of the need of giving to those residing at widely 
separated intermediate points ample facilities for transporta- 
tion. Of course, local needs must be considered ; but it does 
not follow from this that one after the other these local roads, 
instead of being feeders and sources of supply to certain great 
through systems, should enter into the competition for trans- 
continental business. If we assume that there was not now a 
mile of railroad built in the United States, and that it was the 
intention of a great company or of the national government to 
give to the people the equivalent of the railroad facilities they 
are now enjoying, with the greatest economy in outlay, one 
may be sure that the comprehensive plan thus prepared would 
bear slight resemblance to the existing order of things; and it 
may be added there would be a saving in expense, by the sup- 
pression of useless construction, amounting in the aggregate 
to hundreds, if not thousands, of millions of dollars. 

Now, the point sought to be established is this : that these 
defects of unrestricted competition are likely to be much 
more seriously felt in the future than they have been in the 
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past. Heretofore, east of the Missouri River there has been 
in a great many different localities an indisputable need of 
railroad facilities. In a large degree, these have been sup- 
plied, and the competition of the future will not consist in 
endeavoring to open up an undeveloped territory, but in seek- 
ing, by means of new lines, to take a share of the business of 
railroads that have already established themselves. That is 
to say, numerous variations will be played on the theme in 
accordance with which the West Shore and the Nickel Plate 
Railroads were constructed. 

As to such matters as irregularity in rates, discriminations 
in charges and the like, these, while they are doubtless indi- 
rect defects of subsisting competition, need not here be con- 
sidered, although it is probable that they would be corrected 
if the railroads of this country were made a public monopoly. 
Indeed, there is some danger that the mania for regularity, 
which in the postal system compels equal payments for great 
and small services, would exhibit itself in the management of 
the telegraphs and the railroads, and that we should have to 
complain, not that the charges were unjustly irregular, but 
that they were unjustly regular. 

What our national government might succeed in doing with 
the railroads and telegraphs of this country, if it took complete 
control of them, is best shown in the success that has attended 
its management of the postal service. There is no intrinsic 
reason why the duty of carrying and delivering letters and 
papers should not, in this country, have been left to private 
enterprise. Twenty-five years ago, Wells, Fargo & Co. main- 
tained a postal service which extended all over the Pacific 
slope; and, although the postal charges were high, the duty 
which they performed was a valuable one, and was largely 
made use of by the people of the extreme West. The system 
passed into disuse in consequence of the improvements which, 
after the close of the Civil War, the government was able to 
introduce into its postal service. But there has not been a 
year from that time to this that great improvements have not 
been made. The national postal system has nothing to fear 
in any comparison that may be instituted between the rapid- 
ity and extent of its development and the rapidity and extent 
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of the development of the railway and telegraph systems of 
this country. Its growth has been proportionately greater, 
its managers have made vastly larger relative reductions in 
the rates of charges, and have been quite as zealous in seeking 
to introduce new and improved methods as any of the rail- 
road magnates or telegraph kings. If it were not for the 
political opposition of the large express companies, the post- 
office department would make serious inroads into the express 
business of this country. As it is, the little work of this kind 
that it does is carried on with such a degree of economy as to 
make it utterly hojieless for the express companies to think of 
competing with it. Now, it cannot be said that these advan- 
tages have been secured by marked superiority m manage- 
ment. On the contrary, the post-office department has had to 
carry on its work in the face of many obstacles to its efficient 
performance, and often with assistants that few private com- 
panies would employ for such purposes. The gains that it 
has made have been the inevitable results of a public monop- 
oly controlled with a reasonable amount of good judgment. 

It will be said, But it would not be safe to trust the govern- 
ment with such large powers and responsibilities as would be 
obtained by placing in its exclusive charge the control of the 
railroad systems of this country. At this point, the root of the 
whole matter is touched. Perhaps it would not be safe ; but 
such an admission does not in any way qualify the force of the 
argument here advanced, which is a definition of the duties 
which government may be rightly asked to perform. A man 
who carries on a mercantile business amounting to tens of 
thousands of dollars a year will do well not to trust wholly to 
his memory, but have his accounts kept by some one who thor- 
oughly understands book-keeping. If, however, the man whom 
he employs is a rascal, the change may be for him a disastrous 
one, and he would have fared better if he had continued his 
old practice of keeping his accounts on his thumb-nails or in 
his head. But his experience could hardly be cited as a proof 
of the folly of systematic book-keeping. So, too, in the ques- 
tion of the powers that may be granted to government : if the 
government is untrustworthy, then the less that it is given to 
do, the better. But the fault clearly lies with the government, 
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and not with the theory here advanced of what its duties 
should be. 

It is probable, however, that, considered from an adminis- 
trative point of view, our government, with all its admitted 
defects, is fairly representative of the people ; and, considering 
the magnitude of the works that it undertakes, it performs its 
service with as high a degree of efficiency as would be attained 
by private companies attempting to carry on similar enter- 
prises. Certain classes of work which the national govern- 
ment has taken upon itself to execute have been of an 
exceptionally high order. The signal-service system has a 
deservedly high reputation ; the habits and haunts of the 
various species of salt-water fishes have been studied by gov- 
ernment officials with a patience and care that have been pro- 
ductive of great practical results ; while the work of our gov- 
ernment geological survey has attracted and won the praise of 
those everywhere who are best qualified to judge of the value 
of such services. It is inherently probable that equal industry, 
honesty, and enterprise would be shown in such new depart- 
ments of work as the government should see fit to take up. 

The second limitation in the general proposition laid down 
above does not need to be explained or argued at great length. 
Where competition is obviously producing better results than 
could be secured by means of monopoly, few would think of 
urging that the government should interfere. But, unfortu- 
nately, it sometimes happens that the advantages thus obtained 
are not plainly to be seen at a glance. The government in- 
directly prevents a desirable competition by adopting a policy 
of industrial protection, and is applauded by millions of its 
citizens for so doing. Of late, it has become one of the cardi- 
nal doctrines of the labor organizations that the contract sys- 
tem in all public works should be prohibited, although the 
experience of private individuals is that in miscellaneous works 
of construction it is cheaper and better to have work done by 
contract than to attempt to do it one's self. The most suc- 
cessful factories are those where the piece-work plan is an 
established rule, thus permitting a keen and incessant compe- 
tition. But this clause of the proposition, when considered 
abstractly, is not likely to be denied, and hence hardly needs 
further amplification. 
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If public offices are to be considered party spoils, then it 
will hardly be safe to add hundreds of thousands of new office- 
holders to the scores of thousands who are now in existence, 
no matter how desirable in theory such additions might be. 
But if the civil service could be placed upon a reasonably non- 
partisan basis, if permanency in employment could be secured, 
no reasonable objection could be made to a very large augmen- 
tation in the functions of government. 

Osboene Howes, Je. 



ELEMENTS OF WAGES. 

The writer, led to consider the subject by perusal of arti- 
cles in the Quarterly Journal of Economics, found the follow- 
ing illustration useful in making clear to him the composition 
of ordinary wages. 

The owner of a field of auriferous sand of uniform quality 
hired four men to dig it for him, paying to each a uniform 
percentage of the amount dug. 

A, an average man, worked with his hands, scooping out 
the earth in an unintelligent manner, without other aid. The 
portion he received constituted average or normal wages. 

B, an exceptionally large man with huge hands, worked in 
the same fashion, with greater results. His portion would 
then represent normal wages plus an increment due to physi- 
cal superiority, or a rent upon physical ability. 

C, an average man, brought a rude shovel, which, however, 
he used unintelligently like a scoop, but yet by its aid pro- 
duced more than B had done. His portion, then, represents 
normal wages plus an increment due to the use of the shovel, 
or an interest upon capital invested in machinery. 

D, a man of average physique, but of superior mental capac- 
ity, also brings a shovel, and by skilful handling produces the 
greatest results of the four. This represents normal wages 
plus the increment due to the use of the shovel, and plus a 
further increment due to superior mental ability ; i.e., normal 
wages, interest, and rent of ability. 

Normal wages is the value of the product of the average 
man's unassisted labor. 



